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municipality is divided for the appropriation of funds for the 
different Departments or functional areas of the 
municipality; and which specifies the total amount that is 
appropriated for the purposes of the Department or 
functional area concerned, (see annexure A) 

1.15 Executive Director - employed in terms of Section 57 of the MSA. He/ She is 

directly accountable to the Municipal Manager 


2. Abbreviations 

2.1 Chief Financial Officer - Chief Financial Officer 

2.2 IDP - Integrated Development Plan 

2.3 MFMA - Municipal Finance Management Act No.56 of 2003 

2.4 SDBBP - Service Delivery Budget Implementation Plan 

2.5 CM - Council Minutes 

2.6 mSCOA - Municipal Standard Chart of Accounts 

3. OBJECTIVE 

3.1 To allow limited flexibility in the use of budgeted funds to enable management to act on occasions such 
as disasters, unforeseen expenditure or savings, etc. as they arise to accelerate service delivery in a 
financially responsible manner. 

4. Application of This Policy 

4.1 This Policy applies only to transfers between any of the segments within a data-string of the 
Municipality’s operating and capital budget. 

4.2 Section 28(2) (d) read together with section 69 of the MFMA provides that “An adjustments 
budget...may authorise the utilisation of projected savings in one vote towards spending in another 
vote. ” Transfers between votes may therefore be authorised only by the Council of the Municipality. 
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acceptability of virements has continued to be clarified in subsequent Circular’s issued via both National and 
Provincial Treasury. 

7.2 Virements should not be allowed from the repairs and maintenance project in the project segment. 

7.3 Any virements to fund fruitless wasteful, unauthorised or irregular expenditure may only be approved by the 
Municipal Manager or Council subject to the limitations above. 

7.4 Should the user department have any concerns that the virement has or may been/be used to fund fruitless 
wasteful, unauthorised or irregular expenditure this must be specifically stated on the virement form and the 
comments from SCM sought prior to submission of the form to the relevant approval authority. 

7.5 Operating Virements may be approved by the Chief Financial Officer , provided it is below the lower of 25% 
of the line item or R 100 000. Virements may be approved by the Accounting Officer provided that it is below 
the lower of 25% of the line item or R 200 000. Any virement request in excess of the lower of 25% of the line 
item or R 200 000 may only be approved by the Municipal Council. The 25% threshold does not apply to a line 
item wherein the 25% equates to less than R 50 000. 

7.6 Should a virement be approved by a level higher than that required, i.e Accounting Officer and Council instead 
of CFO and Council instead of Accounting Officer this approval shall suffice. By the approval of the virement 
the approver confirms that they are fully aware of the policy and the necessary prescripts in order to make an 
informed decision. 

7.7 Any changes to funding, function or project segment will constitute an adjustment budget. 

7.8 Capital Virements will be subject to the same processes as outlined above. 

7.9 In the case of an emergency requiring a virement in excess of R 200 000 or die 25% threshold set above, the 
Executive Committee may grant authority. 

7.10 The above thresholds and limitations will apply to any other segment of mSCOA 

7.11 If unforeseen or unavoidable expenditure is incurred for which that has been no budgetary provision, Sections 
71, 72, 73 of the Municipal Budget and Reporting Regulations, April 2009 shall apply. 

7.12 A virement may not create new policy, significantly vary current policy, or alter the approved outcomes / outputs 
as approved in the IDP for the current or subsequent years. (Section 19 and 21 of the MFMA refers). 

7.13 Virements resulting in adjustments to the approved SDBIP need to be submitted with an adjustments budget to 
Council, with altered outputs and measurements, for approval. (NT Circular 13 page 3 paragraph 3 refers). 

7.14 No virement may commit the municipality to increase recurrent expenditure, which commits the Council’s 
resources in the following financial year, without the prior approval of Council, 
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8.1 All virement proposals must be completed on the appropriate documentation (APPENDIX C) and forwarded to 
the relevant Finance Department official for checking and implementation. 

8.2 All virements must be signed by the vote-holder (per Business Unit) and the Manager within which the vote is 
allocated. (Section 79 of the MFMA refers). 

8.3 A virement form must be completed for all Budget Transfers. 

8.4 Virements as determined under section 6b, requires the approval of the Council. (Section 79 of the MFMA 
refers). 

8.5 Must include changes to the SDBIP. 

8.6 All documentation must be in order and approved before any expenditure can be committed or incurred. (Section 
79 of the MFMA refers). 

8.7 Given the implementation of mSCOA, various best practices are continuously rolled out by Treasury. These 
will be issued to management for implementation via MANCO. 

9 REPORTING 

9.1 The Chief Financial Officer must prepare and submit a report on all transfers to the Municipal Manager half 

yearly. 

9.2 The Municipal Manager shall submit a report on all transfers made under this Policy to the Mayor half 

yearly. 

Sources 

• Municipal Finance Management Act No. 5 6 of 2003 

• MFMA Circular No. 13 - Service Delivery Budget Implementation Plan 

• MFMA Circular No.51 - 2010/11 MTREF 

• MFMA Circular No. 89-2018/19 MTREF 

• MFMA Circular No. 94 - 2018/19 MTREF 

• Knysna Municipality - Virement Policy 
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APPENDIX A&B 


VOTE CLASSIFICATION 


BUSINESS UNIT AND DEPARTMENTS 


VOTE- BUSINESS UNIT 

DEPARTMENT 

RESPONSIBLE INDIVIDUAL 

CORPORATE SERVICES 

020 Council General 

021 Human Resources 

025 Administration 

210 Information Technology 

EXECUTIVE DIRECTOR: 

CORPORATE SERVICES 

YOUTH DEVELOPMENT 

027 Youth Development 

(incl. Sports) 

EXECUTIVE DIRECTOR: 

YOUTH DEVELOPMENT 

CHIEF OPERATIONS 

OFFICER 

022 Policy Development 

023 Internal Audit 

024 Corporate 

Communications 

028IDP 

029 PMS 

260 Public Participation 

CHIEF OPERATIONS 

OFFICER 

COMMUNITY SERVICES 

AND PUBLIC AMENITIES 

015 Beach Amenities 

056 Cemetery 

065 Admin General 

070 Parks & Garden 

075 Sports & Recreation 

080 Dolphin Park 

172 Street Sweeping 

255 Refuse Removal 

030 Library 

165 Community Halls 

EXECUTIVE DIRECTOR: 

COMMUNITY' SERVICES 

AND PUBLIC AMENITIES 
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ELECTRICAL 171 Street Lights EXECUTIVE DIRECTOR: 

ENGINEERING SERVICES 356 Vehicle Distribution ELECTRICAL ENGINEERING 

360 Mechanical Workshop SERVICES 

400 Electrical Admin 

420 Urban South 

430 Rural North 

440 Sappi 

450 Urban North 

490 Rural South - Etete 

582 Salary Distribution 
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2. Has the total virement on the above votes exceeded the limit as disclosed in paragraph 7.2. of the Virement Policy? 
Provide the workings, 



3. Will the above virement cater to the approved outcomes/ output of the IDP 

4. Will the above adjust service delivery targets, as set in the SDBIP, downwards? 

5. Is tire virement required to increase recurrent expenditure, such as leases? 

6. Will the virement effect the following line items and categories of expenditure: 

• Employment Costs Category 

• Departmental Charges 

• Charge out Allocations 

• Grant Expenditure 

• Income Category 

7. Is the above virement intended to pay for the cost of Unauthorised Expenditure? 

If Yes; please provide details: (Should the below space be unsatisfactory please attach a detail motivation) 


□ 

□ 


8. Is the above virement intended to pay for the cost of Irregular expenditure? 

If Yes; please provide details: (Should the below space be unsatisfactory please attach a detail motivation) 
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KwaDukuza Municipality _ Draft Budqet Policy 

1. PRELUDE 

The definitions and policy hereunder is to bread in conjunction with the other key policies of the 
municipality. 

2. DEFINITIONS 

2.1 “Accounting Officer” means the Municipal Manager of KwaDukuza Municipality; 

2.2 “allocation” means - 

i) a municipality’s share of the local government's equitable share 
referred to in Section 214(1) (a) of the Constitution; 

ii) an allocation of money to a municipality in terms of Section 214(1) 

(c) of the Constitution; 

iii) an allocation of money to a municipality in terms of a provincial budget; or 

iv) any other allocation of money to a municipaliiy by an organ of state, 
including by another municipality, otherwise than in compliance with 
a commercial or other business transaction. 

2.3 “Annual Division of Revenue Act” means the Act of Parliament, which must be 
enacted annually in terms of Section 214(1) of the Constitution; 

2.4 “approved budget” means an annual budget - 

a) approved by a municipal COUNCIL, or 

b) includes such an annual budget as revised by an adjustments budget in terms of section 28 
of the MFMA. 

2.5 “basic municipal service” means a municipal service that is necessary to ensure an acceptable 
and reasonable quality of life and which, if not provided, would endanger public health or safety 
or the environment. 
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2.16 “financial year” means a twelve months period commencing on 1 July and ending on 30 June 
each year; 

2.17 “financing agreement” includes any loan agreement, lease, and instalment purchase contract or 
hire purchase arrangement under which a municipality undertakes to repay a long-term debt over 
a period of time; 

2.18 “fruitless and wasteful expenditure” means expenditure that was made in vain and would have 
been avoided had reasonable care been exercised; 

2.19 “irregular expenditure”, means - 

a) expenditure incurred by a municipality or municipal entity in contravention of, or that is 
not in accordance with, a requirement of the MFMA Act, and which has not been condoned 
in terms of Section 170 of the MFMA; 

b) expenditure incurred by a municipality or municipal entity in contravention of, or that is 
not in accordance with, a requirement of the Municipal Systems Act, and which has not 
been condoned in terms of that Act; 

c) expenditure incurred by a municipality in contravention of, or that is not in accordance 
with, a requirement of the Public Office-Bearers Act, 1998 

(Act 20 of 1998); or 

d) expenditure incurred by a municipality or municipal entity in contravention of, or that is 
not in accordance with, a requirement of the supply chain management policy of the 
Municipality or entity or any of the Municipality's by-laws giving effect to such policy, and 
which has not been condoned in terms of such policy or by-law, but excludes expenditure 
by a municipality which falls within the definition of "unauthorised expenditure''; 

2.20 “investment” in relation to funds of a municipality, means - 

a) the placing on deposit of funds of a municipality with a financial institution; or 

b) the acquisition of assets with funds of a municipality not immediately required, with the 
primary aim of preserving those hinds; 

2.21 “lender” means a person who provides debt finance to a municipality; 

2.22 “local community” has the meaning assigned to it in Section 1 of the Municipal 
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2.34 “National Treasury” means the National Treasury established by Section 5 of the Public Finance 
Management Act; 

2.35 “official” means - 

a) an employee of a municipality or municipal entity; 

b) a person seconded to a municipality or municipal entity to work as a 
member of the staff of the Municipality or municipal entity; or 

c) a person contracted by a municipality or municipal entity to work as a member of the staff 
of the Municipality or municipal entity otherwise than as an employee; 

2.36 “overspending” means - 

a) causing the operational or capital expenditure incurred by the Municipality during a 
financial year to exceed die total amount appropriated in that year's budget for its 
operational or capital expenditure, as the case may be; 

b) in relation to a vote, means causing expenditure under the vote to exceed the amount 
appropriated for that vote; or 

c) in relation to expenditure under Section 26 of the MFMA, means causing expenditure under 
that section to exceed the limits allowed in subsection (5) of this section; 

2.37 “past financial year” means the financial year preceding the current year; 

2.38 “quarter” means any of the following periods in a financial year: 

a) 1 July to 30 September; 

b) 1 October to 31 December; 

c) 1 January to 31 March; or 

d) 1 April to 30 June. 

2.39 “Service Delivery and Budget Implementation Plan” means a detailed plan approved by the 
Mayor of a municipality in terms of Section 53(l)(c)(ii) of the MFMA for implementing the 
Municipality's delivery of municipal services and its annual budget, and which must indicate : 

a) proj ections for each month of: 

i) revenue to be collected, by source and vote; and 

ii) operational and capital expenditure, by vote; 

b) service delivery targets and performance indicators for each quarter; and 
~ — 8 
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3. INTRODUCTION 

a) In terms of the Municipal Finance Management Act, Act 56 of 2003, Chapter 4 on Municipal 
Budgets, subsection (16), states that the COUNCIL of a municipality must for each financial year 
approve an Annual Budget for the Municipality before the commencement of that financial year. 
According to subsection (2) of the Act concerned (MFMA), in order to comply with subsection 
(1) of the MFMA, the Mayor of the Municipality must table the Annual Budget at a COUNCIL 
meeting at least 90 days before the start of the budget year. This Policy must be read, analysed, 
explained, interpreted, implemented and understood against this legislative background. The 
budget plays a critical role in an attempt to realise diverse community needs. Central to this, the 
formulation of a municipality budget must take into account the government’s macro-economic 
and fiscal policy fundamentals. In brief, the conceptualisation and the operationalisation of the 
budget must be located within the national government’s policy framework. 

b) A Municipality must, in terms Chapter 5, section 25(1) of the Local Government Municipal 
Systems Act, 2000 (Act No. 32 of 2000), undertake developmental^ oriented planning. It must 
adopt a single, inclusive and strategic plan in the form of an Integrated Development Plan (IDP). 
This must form the policy framework and general basis on which annual budgets must be based. 

4 . OBJECTIVE 

a) The obj ective of the Budget Policy is to set out: 

i) The principles which the Municipality will follow in preparing each medium term revenue 
and expenditure framework budget; 

ii) The responsibilities of the Mayor, the Accounting Officer, the Chief Financial Officer and 
other senior managers in compiling the budget; 

iii) To ensure that the budget reflects the strategic outcomes embodied in the IDP and related 
strategic policies. 
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KwaDukuza Municipality ___ Draft Budget Policy 

6.4 Further, the accounting officer shall be responsible for ensuring compliance with the Municipal 
Standard Chat of Accounts Regulations and the explanatory circulars thereto as issued by National 
and Provincial Treasury. 

7 RESPONSIBILITIES OF THE CHIEF FINANCIAL OFFICER 

7.1 Without derogating in any way from the legal responsibilities of the Accounting Officer as 

Accounting Officer, the Chief Financial Officer shall be responsible for preparing the draft 
annual capital and operating budgets (including the budget components required for the 
ensuing financial years), any required adjustments budgets, the projections of revenues and 
expenses for the service delivery and budget implementation plan (including the alignment 
of such projections with the cash management programme prepared in terms of the banking, 
cash management and investments policy) and reconciliations between the various reporting 
formats utilised for both the budget and actual information, and shall be accountable to the 
Accounting Officer in regard to the performance of these functions. 

7.2 The Accounting Officer shall ensure that all heads of business units provide the inputs 
required by the Chief Financial Officer into these budget processes. 

7.3 The Chief Financial Officer shall draft the budget timetable for the ensuing financial year for 

the Mayor’s approval, and shall indicate in such timetable the target dates for the draft 
revision of the annual budget and the preparation of the annual budget for the ensuing 
financial year, which target dates shall follow tire prescriptions of the Municipal Finance 
Management Act, and target dates for the submission of all the budget-related 
documentation. 

7.4 Except where the Chief Financial Officer, with the consent of the Accounting Officer, decides 

otherwise, the sequence in which each annual budget and adjustments budget shall be 
prepared, shall be: first, the operating component and second, the capital component. The 
operating component shall duly reflect the impact of the capital component on: 

• depreciation charges. 

• repairs and maintenance expenses 

• interest payable on external borrowings 

• other operating expenses. 
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KwaDukuza Municipality _______ Draft Bud . qet Policy 

7.11 The Chief Financial Officer shall ensure fhatthe annual and adjustments budgets comply with 
the requirements of the National Treasury, reflect the budget priorities determined by the 
Mayor, are aligned with the IDP, and comply with all budget-related policies, and shall make 
recommendations to the Mayor on the revision of the IDP and the budget-related policies 
where these are indicated. 

7.12 The Chief Financial Officer shall make recommendations on the financing of the draft capital 
budget for the ensuing and future financial years, indicating the impact of viable alternative 
financing scenarios on future expenses, and specifically commenting on the relative financial 
merits of internal and external financing options. 

7.13 The Chief Financial Officer shall ensure that the cost of indigency relief is separately reflected 

in the appropriate votes. 

7.14 The Chief Financial Officer shall ensure that the allocations from other organs of state are 

properly reflected in the annual and adjustments budget, and that the estimated expenses 
against such allocations (other than the equitable share) are appropriately recorded. 

8 BUDGET PREPARATION PROCESS 
8.1 Formulation of the budget 

a) The Accounting Officer with the assistance of the Chief Financial Officer and the Manager 
responsible for IDP shall draft the IDP process plan as well as the budget timetable for the 
Municipality including municipal entities for the ensuing financial year. 

b) The manager responsible for IDP shall compile the necessary reports in order for The Mayor 
to table the IDP process plan as well as the IDP/OPMS/Budget timetable to COUNCIL by 
31 August each year for approval (10 months before the start of the next budget year). 

c) EDP process plan as well as the budget timetable shall indicate the key deadlines for the 
review of the IDP as well as the preparation of the medium term revenue and expenditure 
framework budget and the revision of the Annual Budget. Such target dates shall follow the 
prescriptions of the Municipal Finance Management Act as well as the guidelines set by 
National Treasury. 

d) The Mayor shall convene a strategic workshop annually with the political leadership as 

deemed necessary and senior managers in order to determine the EDP priorities which will 
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KwaDukuza Municipality 


Draft Budoet Policy 

a) COUNCIL shall consider the next medium term expenditure framework budget for approval 
not later than 31 May (30 days before the start of the budget year). 

b) Should the Municipality fail to approve the budget before the start of the budget year, the 
Mayor must inform the MEC for Finance that the Budget has not been approved. 

c) The Budget tabled to COUNCIL for approval shall include the following supporting documents: 

i. draft resolutions approving the Budget and imposing any municipal taxes and setting 
of municipal tariffs for the financial year concerned; 

ii. draft resolutions approving any other matter that may be prescribed for the financial year 
concerned; 

iii. measurable performance objectives for each budget vote, taking into account the 
Municipality’s IDP; 

iv. the projected cash flows for the financial year by revenue sources and expenditure votes; 

v. any proposed amendments to the IDP;(this shall form a separate item) 

vi. any proposed amendments to the budget-related policies; 

vii. the cost to the Municipality of the salaries, allowances and other benefits of its 
political office-bearers and other Councillors, the Accounting Officer, the Chief 
Financial Officer, and other senior managers; 

viii. particulars of any proposed allocations or grants to other municipalities, municipal 
entities, external mechanisms assisting the Municipality in service delivery, other organs 
of state, and organisations such as Non-Governmental Organisations, welfare 
institutions and so on; 

ix. particulars of the Municipality’s investments; and 

x. various information in regard to municipal entities under the shared or sole control of 
the Municipality 

xi. particulars of any proposed service delivery agreements, including amendments to 
existing service delivery agreements, (this shall form a separate item) 

d) Furthermore, a report detailing all comments received from the public, National Treasury, 
Provincial Treasury, and all organs of state and municipalities affected by the budget, as well 
as the action taken by the Municipality in addressing these comments, shall be tabled to 
Council with the budget for approval. 

8.4 Publication of the budget 
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b) Vehicle replacement shall be done in terms of COUNCIL’S Vehicle Replacement Policy. The 
budget for vehicles shall distinguish between replacement and new vehicles. No globular 
amounts shall be budgeted for vehicle acquisition. 

c) A municipality may spend money on a capital project only if the money for the project has 
been appropriated in the Capital Budget. 

d) The envisaged sources of funding for the Capital Budget must be properly considered and the 
COUNCIL must be satisfied that this funding is available and has not been committed for other 
purposes. 


e) Before approving a capital project, the COUNCIL must consider: 


i. the projected cost of the project over all the ensuing financial years until the project 
becomes operational; 

ii. future operational costs and any revenues, which may arise in respect of such project, 
including the likely future impact on Operating Budget (that is: on property rates and 
service tariffs). 


f) Before approving the Capital Budget, the COUNCIL shall consider : 


i. 

ii. 

iii. 

iv. 


the impact on the present and future operating budgets of the Municipality in relation to 
finance charges to be incurred on external loans; 
depreciation of fixed assets; 
maintenance of fixed assets; and 

any other ordinary operational expenses associated with any item on such Capital 
Budget. 


g) COUNCIL shall approve the Annual or Adjustment Capital Budget only if it has been properly 
balanced and fully funded. 


h) the capital expenditure shall be funded from the following sources: 
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KwaDukuza Municipality ___ Draft Budget Policy 

vii) at least 1% of the Employee Costs in the Operating budget component of each Annual and 
adjustments budget shall be set aside for skills development; 

ix) provision of rehabilitation of land fill sites. 

b) When considering the tabled Annual Budget, COUNCIL shall consider the impact, which the 
proposed increases in rates and service tariffs will have on the monthly municipal accounts of 
households. 

c) The impact of such increases shall be assessed on the basis of a fair sample of randomly 
selected accounts. 

d) The Operating Budget shall reflect the impact of the capital component on: 

x) depreciation charges; 

ii) repairs and maintenance expenses; 

ii) interest payable on external borrowings and other operating expenses. 

e) The Chief Financial Officer shall ensure that the cost of indigency relief is separately reflected 
in the appropriate votes. 

11. FUNDING OF CAPITAL AND OPERATING BUDGET 
a) The budget may be financed only from: 

i) realistically anticipated (expected) revenues, based on current and previous collection 
levels; 

ii) cash-backed funds available from previous surpluses where such funds are not required 
for other purposes; and 

iii) borrowed funds in respect of the capital budget only. 
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KwaDukuza Municipality _____ Draft Budget Policy 

b) Section 21 of the 2012 Division of Revenue Act requires that any conditional grants which are not 
spent at the end of the Municipal financial year must revert to the National Revenue Fund, unless 
the receiving officer proves to the satisfaction of National Treasury that the unspent allocation is 
c omm itted to identifiable projects, in which case the funds may be rolled over. When applying to 
retain unspent conditional allocations 

c) committed to identifiable projects or requesting a rollover in terms of section 21(2) of the Division 
of Revenue Act, municipalities must supply National Treasury with the following information - 

1. A formal letter addressed to the National Treasury requesting the rollover of unspent 
conditional grants in terms of section 20(2) of the 2011 of DoRA; 

2. List of all the projects that are linked to the unspent conditional grants; 

3. Evidence that work on each of the projects has commenced, namely either of the 
Following: 

i) Proof that the project tender was published and the period for tender submissions closed 
before 30 June; cr 

ii) Proof that a contract for delivery of the proj ect was signed before 3 0 June. 

iii) A progress report on the state of implementation of each of the projects; 

iv) The amount of funds committed to each project, and the conditional allocation from 
which the funds come from; and 

v) An indication of the time-period within which the funds are to be spent. 

12.4 Unspent conditional grant funds 

12.4.1 The paragraph outlines the process on unspent conditional grant funds 

a) To bring legal certainty to the process of managing unspent conditional grant funds, the 
latest section 21 of the Division of Revenue Bill must be referred to. The process to ensure 
the return of unspent conditional grants for the 2011/12 financial year will be managed in 
accordance with section 21 set out above. The following practical arrangements will apply 
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KwaDukuza Municipality ___ Draft Budget Policy 

13. BUDGET TRANSFERS AND VIREMENTS 

a) Any matter relating to the budget transfers and virements shall be dealt with in terms of the 
applicable Virement Policy. 

14. ADJUSTMENT BUDGET 

a) In the case of an emergency or any other exceptional circumstances virements shall be 
submitted by the Accounting Officer to hie Mayor to authorize any possible unforeseeable 
and unavoidable expenditure for which no provision was made in an approved budget. 

b) The Mayor must report such expenditure to the COUNCIL at its next meeting which 
should not be departed more than 60 (sixty) days from approval of expenditure. 

c) The Chief Financial Officer shall ensure that the Adjustment Budgets comply with the 
requirements of the National Treasury reflect the budget priorities determined by the 
Mayor, are aligned with the IDP, and comply with all budget-related policies, and shall 
make recommendations to the Mayor on the revision of the IDP and the budget-related 
policies where these are indicated. 

d) COUNCIL may revise its Annual Budget by means of an Adjustment Budget at most 
three times a year. 

e) The Accounting Officer must promptly adjust its budgeted revenues and expenses if a 
material under-collection of revenues arises or is apparent. 

f) The Accounting Officer shall appropriate additional revenues, which have become 
available but only to revise or accelerate spending programmes already budgeted for or 
any areas of critical importance identified by COUNCIL. 

g) The COUNCIL shall in such Adjustment Budget, and within the prescribed framework, 
confirm unforeseen and unavoidable expenses on the recommendation of the Mayor. 

h) The COUNCIL should also authorise the spending of funds unspent at the end of the 
previous financial year, where such under-spending could not reasonably have been 
foreseen at the time the Annual Budget was approved by the COUNCIL. 

— — —— — 
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15. BUDGET IMPLEMENTATION 

15.1. Monitoring 

a) The Accounting Officer with the assistance of the Chief Financial Officer and other senior 
managers is responsible for the implementation of the budget, and must take reasonable steps 
to ensure that: 

i) funds are spent in accordance with the Budget; 

ii) expenses are reduced if expected revenues are less than projected; and 

iii) revenues and expenses are properly monitored. 

b) The Accounting Officer with the assistance of the Chief Financial Officer must prepare any 
Adjustment Budget when such budget is necessary and submit it to the Mayor for 
consideration and tabling to COUNCIL. 

b) The Accounting Officer must report in writing to the COUNCIL any impending 
shortfalls in the Annual Revenue Budget, as well as any impending overspending, 
together with the steps taken to prevent or rectify these problems. 

15.2. Reporting 

15.2.1. Monthly budget statements 

a) The Accounting Officer with the assistance of the Chief Financial Officer must, not later 
than ten working days after the end of each calendar month, submit to the Mayor and 
Provincial and National Treasury a report in the prescribed format on the state of the 
Municipality’s Budget for such calendar month, as well as on the state of the budget 
cumulatively for the financial year to date. 

b) The Accounting Officer is to further table a report on the state of the 
Municipality’s budget for a particular month, and cumulatively for the financial year 
to date at the next portfolio meeting subsequent to the end of that particular month. 

15.2.2 This report must reflect the following: 

i) actual revenues per source, compared with budgeted revenues; 

ii) actual expenses per vote, compared with budgeted expenses; 

iii) actual capital expenditure per vote, compared with budgeted expenses; 
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KwaDukuza Municipality _________ Draft Budget Policy 

a) the Annual and Adjustment Budgets and all budget-related documents; 

b) all budget-related policies; 

c) the Integrated Development Plan; 

d) the Annual Report; 

e) all Performance Agreements; 

f) all Service Delivery Agreements; 

g) all long-term borrowing contracts; 

h) all quarterly and mid-year reports submitted to the COUNCIL on the implementation of the 
budget and the financial state of affairs of the Municipality. 

17. COMPLIANCE AND ENFORCEMENT 

a) Violation of or non-compliance with this Policy may give a just cause of disciplinary steps to be 
taken. 

b) It will be the responsibility of Accounting Officer to enforce compliance with this Policy. 

18. EFFECTIVE DATE 

The Policy shall come to effect upon approval by Council of KwaDukuza Municipality. 

19. POLICY ADOPTION 

This Policy has been considered and approved by COUNCIL OF KWADUKUZA LOCAL 
MUNICIPALITY as follows: 


Resolution No:. 
Approval Date:. 
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KwaDukuza Municipals 


Draft Budget Poli' 


Section 20 Matters to be prescribed 

The minister of finance must prescribe the form of the annual budget, and may further prescribe a variety 
of other matters, including the inflation projections which the municipality must use in compiling its 
budget. 

The minister may also prescribe uniform norms and standards in regard to the setting of tariffs where a 
municipality entity or other external mechanisms is used to perform a municipal service; and may 
also take appropriate steps to ensure that a municipality does not, in exceeding its fiscal powers, materially 
and unreasonably prejudice national economic policies (particularly on inflation, administered pricing and 
equity), economic activities across municipal boundaries, and the national mobility of goods, services, 
capital or labour. 

Section 21 Budget preparation process 
The mayor of the municipality must: 

• Co-ordinate the processes for preparing the annual budget, and for reviewing the 
municipality’s IDP and budget-related policies to ensure that the budget, the 3DP, and 
the policies are mutually consistent and credible. 

• At least ten months before the start of foe ensuing financial year, table in the Council 
tlie time schedule with key deadlines for the preparation, tabling and approval of the 
following year’s annual budget, the review of the IDP and budget-related policies, 
and the consultative processes required in the approval of the budget. 

• When preparing the annual budget, take into account file municipality’s IDP, the 
national budget, provincial budget, the national government’s fiscal and macro- 
economic policies, and the annual Division of Revenue Act. 

• Take all reasonable steps to ensure that the municipality revises its IDP in line with 
realistic revenue and expenditure projections for future years 

• Consult the district municipality (if it is a local municipality) and all other local 
municipalities in the district, and all other local municipalities in file district if it is a 
district municipality. 

• Consult the national treasury when requested, the provincial treasury, and such other 
provincial and national organs of state as may be prescribed. 

• Provide, on request, any budget-related information to the national treasury, other 
national and provincial organs of state, and any other municipality affected by the 
budget. 
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Section 26 Consequences of failure to approve budget before start of budget year 
The provincial executive must intervene in any municipality which has not approved its annual budget by 
the start of the relevant financial year. Such intervention must entail the taking of any appropriate steps to 
ensure a budget is approved, including dissolving the Council and appointing an administrator until a new 
Council can be elected, and approving a temporary budget until such new Council can adopt a permanent 
budget for the municipality. The section also imposes restrictions on what may be spent in terms of such 
temporary budget. 

Section 27 Non-compliance with provisions of this chapter 

This section sets out the duties of the mayor to report any impending non-compliance and the general 
consequences of non-compliance with the requirements of the various foregoing prescriptions. 

Section 28 Municipal adjustments budgets 

The municipality may revise its annual budget by means of an adjustments budget. 

However, the municipality must promptly adjust its budgeted revenues and expenses if a material under¬ 
collection of revenues arises or is apparent. 

The municipality may appropriate additional revenues which have become available but only to revise or 
accelerate spending programmes already budgeted for. 

The municipality may in such adjustments budget, and within the prescribed framework, authorise 
unforeseen and unavoidable expenses on the recommendation of the mayor. 

The municipality may authorise the utilisation of projected savings on any vote.towards spending under 
another vote. 

Municipalities may also authorise the spending of funds unspent at the end of the previous financial year, 
where such under-spending could not reasonably have been foreseen at the time the annual budget was 
approved by the Council. 

Only the mayor of the municipality may table an adjustments budget. Such budget may be tabled whenever 
necessary, but limitations on the timing and frequency of such tabling may be prescribed. 

An adjustments budget must contain all of the following: 

• an explanation of how the adjustments affect the approved annual budget; 

* appropriate motivations for material adjustments; and 

_____ - — 
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Section 33 Contracts having future budgetary implications 

Contracts extending beyond one financial year may be entered into by a municipality, but if such contract 
extends beyond the three years covered in the annual budget, the Municipality may enter into such contract 
only if: 

• The municipal manager, at least sixty days before the Council meeting at which the 
contract is to be approved, has made the contract public, with an information statement 
summarising the municipality’s obligations, and inviting the local community and other 
interested parties to submit comments or make representations, 

• The municipal manager solicits the views and recommendations of the national treasury 
and provincial treasury in respect to such contract, as well as those of the national 
department of provincial and local government, and any national department concerned 
with water, sanitation or electricity, if the contract relates to any of these services. 

• The Council has taken into account the projected financial obligations in regard to such 
contract, the impact on tariffs, and the views and comments received from all the 
foregoing parties. 

• The Council adopts a resolution determining that the municipality will secure a significant 
capital investment or derive a significant financial or economic benefit from the contract, 
and approves the entire contract exactly as it is to be executed. 

A contract for purposes of this section shall exclude any contract relating to the incurring of long-term 
debt by the municipality, employment contracts, contracts for categories of goods as may be prescribed, 
or contracts where the value of the contract is less than a prescribed value or a prescribed percentage of 
the annual budget. 

Section 42 Price increases of bulk resources for provision of municipal services 
National and provincial organs of state which supply water, electricity or any other bulk resources to 
municipalities or municipal entities for the provision of municipal services may increase the price of such 
resources only after doing all the following: 

• The proposed increase must be submitted to the organ’s executive authority and (where legislation 
so requires) to any regulatory agency for approval. 

• At least forty days prior to the above submission the National Treasury and organised local 
government must be invited to submit written comments on the proposed increase. 
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• Ensure that the annual performance agreements for the municipal manager and the senior 
managers of the municipality are linked to measurable performance objectives which are 
approved with the budget and the service delivery and budget implementation plan. 


The mayor must promptly report to the Council and the MEC for Local Government any delay in tabling 
the annual budget, approving the service delivery and budget implementation plan or signing the annual 
performance agreements. 

The mayor must further ensure that the service delivery targets and quarterly performance indicators, and 
the monthly projections of revenues and expenses in the service delivery and budget implementation plan, 
are made public not later than fourteen days after these matters have been approved; and that the 
performance agreements of the municipal manager and other senior officials are similarly made public 
not later than fourteen days after their approval. 

Section 68 Budget preparation 

The municipal manager must assist the mayor in performing the assigned budgetary functions and must 
provide the mayor with administrative support, operational resources and the information necessary' to 
perform these functions. 

Section 69 Budget implementation 

The municipal manager is responsible for implementing the budget, and must take reasonable steps to 
ensure that: 

• funds are spent in accordance with the budget; 

• expenses are reduced if expected revenues are less than projected; and 

• revenues and expenses are properly monitored. 

The municipal manager must prepare any adjustments budget when such budget is necessary and submit 
it to the mayor for consideration and tabling in Council. 

The municipal manager must submit a draft service delivery and budget implementation plan to the mayor 
fourteen days after the annual budget has been approved, and must also within the same period submit 
drafts of the annual performance agreements to the Mayor. 

Section 70 Impending shortfalls, overspending and overdrafts 

The municipal manager must report in writing to the Council any impending shortfalls in the annual 
revenue budget, as well as any impending overspending, together with the steps taken to prevent or rectify 
these problems. 
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• identify any financial problems facing the Municipality, as well as any emerging or 
impending financial problems; and 

• submit to the Council within thirty days of the end of each quarter a report on the 
implementation of the budget and the financial state of affairs of the municipality. 

If the Municipality faces any serious financial problems, the Mayor must: 

• promptly respond to and initiate the remedial or corrective steps proposed by the 
Municipal Manager, and 

• alert the MEC for Local Government and the Council of the municipality to the 
problems concerned. 

The may or may revise the details of the service delivery' and budget implementation plan, but any revisions 
to the service delivery targets and quarterly performance indicators must be approved by the Council, and 
be supported by an adjustments budget. Any changes made to the projections of revenues and expenses 
as set out in the plan must promptly be made public. 

Section 55 Report to provincial executive if conditions for provincial intervention exist 
If the Council has not approved its annual budget by file first day of the financial year to which it relates, 
or if the municipality encounters serious financial problems, the mayor must immediately report this 
matter to the MEC for Local Government and may recommend a provincial intervention. 

Section 72 Mid-year budget and performance assessment 

The municipal manager must assess the budgetary performance of the municipality for the first half of the 
financial year, taking into account all the monthly budget reports for the first six months, the service 
delivery performance of the municipality as against the service delivery targets and performance indicators 
which were set in the service delivery and budget implementation plan, and the past financial year’s annual 
report and the progress made in resolving problems identified in such report. 

The municipal manager must then submit a report on such assessment to the mayor, the national treasury 
and the provincial treasury. 

The municipal manager may in such report make recommendations for adjusting the annual budget and 
for revising the projections of revenues and expenses set out in the service delivery and budget 
implementation plan. 

In terms of Section 54(l)(f) the mayor must promptly submit this assessment report to the Council of the 
municipality. 
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Early June to early July: Place on website annual budgets and all budget-related 
immediately after approval documents 
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Adjustments budget must be made public. to the Mayor at the same time that or before 

the entity’s proposed budget for the new 
financial year is considered: 
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recommendations, and if necessary submit revised directors 
budget to parent municipality. entity 












, approving measurable performance approve budget not later than 31 May. 

revenue from each source and for each 



16(2) 31 March Mayor must table (draft) annual budget of municipality Mayor Council meeting must be scheduled 

at Council meeting at least 90 days before start of budget appropriately, 

year. 
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Kwadukuza Municipality 


Funds and Reserves Policy 


1. DEFINITIONS 

"Municipality" means Kwadukuza Local Municipality 

"MFMA" means the Municipal Financial Management Act, 2003 (Act No 56 of 2003) 
"GRAP" means Generally Accepted Accounting Practices standards. 

"CFO" means the Chief Financial officer of the Municipality 
"Accounting Officer" means the Municipal Manager of the Municipality 

2. INTRODUCTION 

The funding and reserves policy aims to ensure that the Municipality has sufficient and 
cost-effective funding in order to achieve its objectives through the implementation of its 
operating and capital budgets. 

This policy aims to set guidelines towards ensuring financial viability over both the 
short- and long-term which includes reserves requirements. 

3. OBJECTIVES OF THIS POLICY 

The objectives of this policy are to: 

3.1 Ensure that the Medium Term Expenditure Framework (annual budget) of the 
Municipality is appropriately funded. 

3.2 Ensure that cash resources and reserves are maintained at the required levels to 
avoid future year unfunded liabilities. 

3.3 To achieve financial sustainability with acceptable levels of service delivery to the 
community. 
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_ Kwadukuza Municipality Funds and Reserves Policy' 

I 

j 

| 

cash position includes: 

(a) Changes in revenue levels as a result of consumption patterns (water 
Restrictions, load shedding etc.); 

(b) Reduced growth as a result of economic conditions; 

(c) Increase in non-payment rate as a result of economic conditions; 

(e) Increased debt levels, 

6.3 Surplus cash not immediately required for operational purposes is invested in terms 
of the Municipality’s investment policy to maximize the return on cash. 

7. DEBT MANAGEMENT 

7.1 Debt is managed in terms of the municipal credit control and debt collection policy. 

7.2 The provision for revenue that will not be collected are budgeted as an expense and 
is based on the projected annual non-payment rate for each service. 

8. OPERATING BUDGET 

8.1 The operating budget provides funding to departments for their medium term 
expenditure as planned. The Municipality categorises services rendered to the 
community according to its revenue generating capabilities. 

(a) Trading services - services that generate surpluses that can be used for 
cross subsidisation to fund other services. 

(b) Economic services - services that break even with no surpluses. 

(c) Rates and general services - services that are funded by rates, surpluses 
generated by trading services, and/or other revenues generated such as 
fines, interest received, grants and subsidies etc. 

8.2 The operating budget is funded from the following main sources of revenue: 

(a) Property rates. j 

(b) Surpluses generated from service charges. (Including electricity) 

(c) Government grants and subsidies. 

(d) Other revenue, fines, interest received etc. 
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Kwadukuza Municipality 


Funds and Reserves Policy 


(j) Other projected income is charged in terms of the approved sundry\ tariffs 
and fines considering the past trends and expected growth for each category. 

(k) Provision for revenue that will not be collected is made against the 
expenditure item bad debt provision and based on actual collection levels for the 
previous financial year and the projected annual non-payment rate. 

(l) Interest received from actual long-term and or short-term investments are 
based on the amount reasonably expected to be earned on cash amounts 
available during the year according to the expected interest rate trends. 

(o) A detailed salary budget is compiled on an annual basis. All funded positions 
are budgeted for in total and new and/or funded vacant positions are 
budgeted for nine months oniy of the total package considering the 
recruitment process. 

(p) The annual cash flow requirement for the repayment of borrowings must fully 
be taken into consideration with the setting of tariffs. 

(q) To ensure the health of municipal assets, sufficient provision must be made 
for the maintenance of existing and infrastructure assets based on affordable 
levels, resulting that maintenance budgets are normally lower than the 
recommended levels. Therefore the mere reduction of maintenance budgets 
to balance annual budgets must carefully be considered. As a guiding 
principle repair and maintenance should constitute between 7% and 9% of 
total asset base and should annually be increased incrementally until the 
required targets are achieved. 

(r) Individual expenditure line items are to be revised each year when compiling 
the budget to ensure proper control over expenditure increases for these line 
items must be linked to the average inflation rate and macro-economic 
indicators unless a signed agreement or contract stipulates otherwise. 
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(c) 

(d) 


(e) 


All above documentation must be accompanied by a Council Resolution 


Public donations, contributions and other grants are provided for on the 
relevant department's operating budget to the extent the conditions will be met 
during the financial year. 

The borrowing requirements, to be used as a basis to determine the 
affordability of external loans over the Medium Term Income and Expenditure 
Framework. The ratios to be considered to take up additional borrowings: 

(i) Long-term credit rating of BBB; 

(ii) Interest cost to total expenditure to not exceed 5%; 

(iii) Long-term debt to revenue (excluding grants) not to exceed 30%; 
Allocations to capital projects from cash backed internal reserves will be 
based on the available funding for each ring-fenced reserve according to the 
conditions of each reserve as follows: 

(i) infrastructure projects to service new developments and the revenue 

is received through the sale of stands/land/site must be allocated to the 
capital reserve for services; 

(ii) Capital projects of a smaller nature such as office equipment, 
furniture, plant and equipment etc. must be allocated to the capital 
reserve from revenue which is funding from the revenue budget for 
that specific year. A general principle is that these types of capital 


expenditure should not exceed more than 1% of total operating 
expenditure; 

(iii) Capita! projects to replace and/or upgrade existing assets will be 
allocated to the capital replacement reserve; 

(iv) Capital projects to upgrade bulk services will be allocated to the 
capital bulk contributions reserve for each service. 


9.4 All capital projects have an effect on future operating budget therefore the following 
cost factors should be considered before approval: 

(a) Additional personnel cost to staff new facilities once operational; 

(b) Additional contracted services, that is, security, cleaning etc. 

(c) Additional general expenditure, that is, services cost, stationery, telephones, 
material etc. 
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to the fact that not ail leave balances are redeemed for cash, only 75% of the leave 
provision will be strived to be cash backed. 

(b) Landfill rehabilitation provision 

The landfill site rehabilitation provision is created for the current operational 
site at the future estimated time of closure. The value of the provision is 
based on the expected future cost to rehabilitate the landfill site. This 
provision must be fully cash backed to ensure availability of cash for 
rehabilitation on closure. 

(c) Long services awards and retirement gifts 

Municipal employees are awarded leave days or cash according to years in 
service at year end. Due to the fact that not all long service leave balances 
are redeemed for cash, the municipality shall strive to ensure only 75% of the 
non-current portion of the long service leave provision is cash backed. 

(d) Post employment medical care benefits 

The municipality provides post-retirement medical care benefits by 
subsidizing the medical aid contributions to retired employees and their 
legitimate spouses. The expected cost of these benefits is accrued over a' 
period of employment. The municipality must strive to ensure the provision is 
cash backed to 75% ensure the availability of cash for the payment of medical 
aid payments 

(e) Non-current lease liabilities and annuity loans 

The non-current portion is not required to be cash backed unless: 

• there is significant uncertainty that the municipality will not be in 
a position to meet the terms and conditions as stipulated in the 
agreement, and 

• the agreement contains conditions that require the municipality to 
pay back the full amount should there be an uncertified breach of 
the terms and conditions, and 

• it is probable that these will be enforced by the lending institution. 
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13. ADHERENCE TO POLICY 

Kwadukuza Municipality is a developmental municipality and as such shall strive to 
meet the above funding requirements over the medium term (3-5 years). This shall be 
undertaken via the budget process annually and either realistically increasing 
revenues or decreasing capital and operating expenditure. 

14. REVIEW 

This policy will be reviewed annually to ensure that it complies with changes in 
applicable legislation and regulation. 

15. POLICY ADOPTION 

This policy has been considered and approved by the COUNCIL OF KWADUKUZA 
LOCAL MUNICIPALITY as follows: 

Resolution No:. 


Approval Date:. 
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PREAMBLE 


Whereas section 14 of the Local Government: Municipal Finance Management 
Act, 2003 (Act no. 56 of 2003) determines that a municipal council may not dispose 
of assets required to provide minimum services, and whereas the Municipal Asset 
Transfer Regulations (Government Gazette 31346 dated 22 August 2008) has 
been issued. 

And whereas the municipal council of KwaDukuza Local Municipality wishes to 
adopt a policy to guide the municipal manager In the management of the 
municipality's assets. 

And whereas the municipal manager as custodian of municipal funds and assets Is 
responsible for the implementation of the asset management policy which regulate 
the acquisition, safeguarding and maintenance of all assets. 

And whereas these assets must be protected over their useful life and may be 
used In the production or supply of goods and sendees or for administrative 
purposes. 

And whereas the Municipal Manager must ensure an effective Asset Management 
Committee that will give guidance regarding the execution of the asset 
management policies and procedures is in operation. 

Now therefore the municipal council of the KwaDukuza Local Municipality adopts 
the following asset management policy: 
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Depreciation is the systematic allocation of the depreciable amount ot an asset 
over its useful life. 

Fair Value Is the amount for which an asset could be exchanged or a liability 
settled between knowledgeable, willing parties in an arm’s length transaction. 

S RAP are standards of Generally Recognised Accounting Practice. 

Heritage Assets are defined as culturally significant resources. Examples are 
works of art, historical buildings and statues. 

Infrastructure Assets are defined as any asset that Is part of a network of similar 
assets. Examples are roads, water reticulation schemes, sewerage purification 
and trunk mains, transport terminals and car parks. 

Intangible Assets are defined as Identifiable non-monetary assets without 
physical substance. 


Investment Properties are defined as properties {land or buildings) that are 
acquired for economic and capital gains. Examples are office parks and 
undeveloped land acquired for the purpose of resale in future years. 

Land and Buildings are defined as a class of PPE when the land and buildings 
are held for purposes such as administration and provision of services. Land and 
Buildings therefore exclude Investment properties and Land Inventories. 

MFMA refers to the Local Government: Municipal Finance Management Act (Act 
no. 56 of 2003). 

Other Assets are defined as assets utilised in normal operations. Examples are 
plant and equipment, motor vehicles and furniture and fittings. 

Property, Plant and Equipment (PPE) are tangible assets that:- 

• Are held by a municipality for use in the production or supply of goods or 
services, for rental to others, or for administrative purposes, and 

• Are expected to be used during more than one reporting period. 
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OBJECTIVE 


s 

The MFMA was Introduced with the objective of Improving accounting in the 
municipal sector in keeping with global trends. Good asset management is critical 
to any business environment whether In the private or public sector. In the past 
municipalities used a cash-based system to account for assets, whilst the trend 
has been to move to an accrual system. 

With the cash system, assets were written off in the year of disposal or. In cases 
where infrastructure assets were financed from advances or loans, they were 
written off when the loans were fully redeemed. No costs were attached to 
subsequent periods in which these assets would be used. 

With an accrual system the assets are Incorporated into the books of accounts and 
systematically written off over their anticipated useful lives. This necessitates that 
a record is kept of the cost of the assets, the assets are verified and the condition 
assessed periodically, and die assets can be traced to their suppliers via invoices 
or other such related delivery documents. This ensures good financial discipline, 
and allows decision makers greater control over the management of assets. An 
Asset Management Policy should promote efficient and effective monitoring and 
control of assets. 

According to section 63 (1) (a) of the MFMA, the Accounting Officer in the 
Municipality should ensure: 

• that the municipality has and maintains an effective and efficient and 
transparent system of financial and risk management and Internal control; 

• the effective, efficient and economical use of the resources of the 
municipality; 

• the management (Including safeguarding and maintenance) of the assets 
of the municipality; 

• that the municipality has and maintains a management, accounting and 
information system that accounts for the assets and liabilities of the 
municipality; 

• that the municipality’s assets and liabilities are valued in accordance with 
standards of generally recognised accounting practice; and 
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appropriately safeguarded from Inappropriate use or loss. Including 
appropriate control over the physical access to these assets and 
regular asset verification to ensure losses have not occurred, and 
ensuring that any known losses are Immediately reported to the 
Chief Financial Officer and loss control officer; 

• Ensuring that proper procedures for the movement of assets from 
one asset holder to another, for maintenance, or disposals outside 
the municipality are In place and enforced; 

• Ensuring assets are utilised for the purpose for which they were 
acquired by the municipality. 

• Ensuring that all assets having a high risk profile In terms of 
occupational health and safety standards and the consequence of 
failure could result in service delivery needs not being met and 
human health and safety as well as the environment being 
negatively affected. 
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Asset Recognition 


5. 


5.1 Classification gf A 3 Sgt§ 


Gar oral 

When accounting for assets, the municipality should follow the various standards of 
GRAP relating to the assets. An item is recognised in the statement of financial 
position as an asset if it satisfies the definition and the criteria for recognition of 
assets. The first step in the recognition process Is to establish whether the Item 
meets the definition of an asset. Secondly, the nature of the asset should be 
determined, and thereafter the recognition criterion Is applied. Assets are classified 
into the following categories for financial reporting purposes: 

1. Property, Plant and Equipment (GRAP 17) 

• Land and Buildings (land and buildings not held as investment) 

• Infrastructure Assets (Immovable assets that are used to provide basic 
services) 

• Housing Assets (rental stock or housing stock not held for capital gain) 

• Other Assets (ordinary operational resources) 

2. Intangible Assets (GRAP 31) 

• Intangible Assets (assets without physical substance held for ordinary 
operational resources) 

3. Heritage Assets (GRAP 103) 

• Heritage Assets (culturally significant resources) 


4. Investment Property (GRAP 16) 

• Investment Assets (resources held for capital or operational gain) 

5. Biological Assets (GRAP 27) 

» Biological Assets (livestock and plants held) 

When accounting for Current Assets (that is of capital nature), the municipality 
should follow the various standards of GRAP relating to these assets. Current 
Assets (with a capital nature) are classified Into the following categories for 
financial reporting purposes: 


6. Discontinued Operations (GRAP 100) 

• Assets Held-for-Sale (assets identified to be sold in the next 12 months 
and that is not reclassified as Inventory) 

7. Land Inventories (GRAP 12) 
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• A9 far as practicable, all movable assets must be bar-coded or uniquely 
marked. 

• Immovable assets must be identified using naming and numbering 
conventions that enable easy location of the assets in the field. 

• GPS coordinates must be captured on the Asset Register for 

Infrastructure assets and buildings where practicable, ffhe Head: _ 

Information Technology wBj up date the GIS and ensure that the GPS. .commented gwii; Replace van bis officer 

coordinates on the Asset Register and the GIS are reconciled at least 
once per year after the annual physical asset verification. 


5.3 Asset Register 


Genera/ 

An Asset Register Is a database of information related to all the assets under the 
control of the municipality. The Asset Register consists of an inventory of all the 
assets, with each asset having a unique identifying number. Data related to each 
asset should be able to be stored in the Asset Register. The data requirements for 
the Asset Register are as follows: 


r 

Data typo 

Land 

Movable 

Infrastructure/. 
Buildings | 

| Identification 




• 

Unique identification number or asset mad? 

/ 

V 

V 

m 

Unique name 

✓ 

v" 

/ 

• 

National Treasury Classification 

✓ 

✓ 

V 

• 

Internal Classification 

✓ 

✓ 

✓ 

• 

Descriptive data {make, model, etc.) 

/ 

V" 

✓ 

• 

ErfiReglstratlon 

✓ 

✓ 

V 

■ 

Title deed reference 

✓ 



Accountability 




• 

Business Unit 

■/ 

✓ 

✓ 

• 

Insurance reference 


✓ 

✓ 

Performance 




• 

Age 


✓ 

/ 

• 

Condition 


✓ 

✓ 

• 

Remaining Useful life 


✓ 

✓ 

• 

Expected Useful Ufe 


✓ 

✓ 

• 

Technical Asset Residual Value 



/ 

Accounting 




■ 

Historic cost 

✓ 


✓ 

• 

Take on value 

✓ 

/ 

/ 
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16 . 


RECOGNITION OF ASSETS: INITIAL MEASUREMENT 


Ga nm i 

An asset should be recognised as an asset in the financial and asset records 
when: 

* It is probable that future economic benefits or potential service delivery 
associated with the item will flow to the municipality: 

■ The cost or fair value of the Item to the municipality can be measured 
reliably; 

■' The item is expected to be used during more than one financial year. 

■ The asset has been identified as a critical asset. 

Spare parts and servicing equipment are usually carried as Inventory in terms of 
the Standard of GRAP on Inventories and recognised in surplus or deficit as 
consumed. However, major spare parts and stand-by equipment qualify as 
property, plant and equipment when the municipality expects to use them during 
more than one reporting period. Similarly, if the spare parts and servicing 
equipment can be used only In connection with an item of property, plant and 
equipment, they are accounted for as property, plant and equipment. 

Further guidance for the recognition of assets is provided beiow; 

Capitalisation Threshold 

The capitalisation threshold Is a policy decision of the municipality and is the value 
above which assets are capitalised and reported in the financial statements as 
tangible or intangible assets as opposed to being expensed in the year of 
acquisition. As a result, the threshold has a significant impact on the size of the 
Asset Register and the complexity of asset management. However the 
capitalisation threshold is regarded as a deviation from GRAP standards and 
should therefore be determined annually against the municipality's materiality 
framework and must be determined at a level that will ensure that the municipality 
does not deviate materially from the requirements of GRAP 17. 

The capitalisation threshold should not be applied to the components of an asset, 
but should be applied to the value of the asset as a whole. If the threshold is 
applied at component level, the Asset Register would be incomplete In the sense 
that an asset recorded as such would not be a complete asset. 

The municipality should take the following into account when considering a 
capitalisation threshold: 

• The Impact of the threshold on the financial statements and the 
decisions/assessments the users of the financial statement may or may not 
make; 

* The cost of maintaining financial and management information on assets 
when the threshold is very low; 

• The impact on comparability and benchmarking cost of services may be 
difficult if different capitalisation thresholds are applied; 
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operating expenses and shall not be capitalised, Irrespective of the quantum of the 
expenses concerned. 

keasedAssets 

A lease is an agreement whereby the lessor conveys to the lessee. In return for a 
payment or series of payments, the right to use an asset for an agreed period of 
time. Leases are categorised into finance and operating leases: 

• A Finance Lease is a lease that transfers substantially all the risks and 
rewards incident to ownership of an asset, even though the title may or may 
not eventually be transferred. Where the risks and rewards of ownership of 
an asset are substantially transferred, the lease is regarded as a finance 
lease and is recognised as an asset. 

• Where there Is no substantial transfer of risks and rewards of ownership, 
the lease is considered an Operating Lease and payments are expensed in 
the income statement on a systematic basis. 


Policy 

All assets shall be correctly recognised as assets and capitalised at the correct 
value The capitalisation threshold will be determined annually by the municipality. 
All assets with values less than the capitalisation threshold and with values greater 
than R300 shall be recorded in a minor assets inventory unless such assets have 
been identified as being critical in which case the asset will be recorded In the 
Asset Register. 

Procedures end Rules 


Executive Directors shall ensure that all leased assets under their control 
are correctly accounted for and recognised as assets. 

The CFO must keep a lease register with atl the Information thaf is 
necessary for reporting purposes, for example, opening balance, 
acquisitions, disposals, transfers, depreciation, accumulated depreciation, 
etc. 

Executive Directors shall keep a timesheet system for internal staff to 
capture professional time spent on Infrastructure projects. The time shall 
be priced at recognised professional fee scales and should be included in 
the capitalisation cost of the asset. 


7. SUBSEQUENT MEASUREMENT OF ASSETS 


General 

After initial recognition of Property, Plant and Equipment, the municipality values its 
assets using the cost model, unless a specific decision have been taken to revalue a 
certain class of assets and in such instance the PPE will be valued using the revaluation 
model. 

When an item of PPE is revalued, the entire class of property to which that asset 
belongs, should be revalued. 
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Costs of development for housing or similar developments which are acquired or 
developed for resale will include costs directly related to the development - e.g. 
purchase price of land acquired for such developments, surveying, conveyance 
costs and the provision of certain infrastructure. Infrastructure costs relating to 
extending the capacity of existing infrastructure are excluded. The costs of 
inventories of a service provider consisting of direct labour and other costs of 
personnel directly engaged in providing the service and other attributable 
overheads are included. 

Policy 

Assets acquired or owned by the municipality for the purpose of selling or 
developing such assets with the intention to sell It or utilising the asset In the 
production process or In the rendering of services, shall be accounted for In the 
municipality's financial statements as Inventory items and not as property, plant 
and equipment. The Inventory register is maintained by the Supply Chain 
Management Unit. 

Procedures and Rules 

♦ The CFO must record inventories in a dedicated section of the Inventory 
Register and maintain it for this purpose. The amount of cost of 
inventories is to be recognised and carried forward until related revenues 
are recognised, 

* Inventories shall be measured at the lower of cost and current 
replacement cost where they are held for: 

1 Distribution at no charge or for nominal charge, or 

2 Consumption in the production process of goods to be distributed at no 
charge or for a nominal charge. 

• In cases where the above does not apply, inventories shall be measured 
at lower of cost and net realisable value. 


9. Asset Types 


9.1 Property Plant and Equipment: LAMP AND BUILDINGS 


Genera/ 

Land end Buildings comprise any land and buildings held (by the owner or by the 
lessee under a finance lease) by the municipality to be used In the production or 
supply of goods or for administrative purposes and/or to provide services to the 
community. These assets include building assets such as offices, staff housing, 
aquariums, cemeteries, clinics, hospitals, game reserves, museums, parks and 
also include recreational assets such as tennis courts, swimming pools, golf 
courses, outdoor sports facilities, etc. 
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costly when dealing with assets that are very numerous in nature e.g, water 
meters, street signs, household connections, etc. It is therefore prudent to balance 
the value of the Information with the cost of collecting the data. The different levels 
of detail are shown below: 

• Level 1; Service level (e.g. KwaDukuza LM Electricity Network) 

• Level 2: Network level (e.g. HV Transmission Network (>22kV) 

• Level 3: Facility level (e.g. Laviopierre HV Sub Station) 

• Level 4: Maintenance Item level (e.g. HV Current Trans former) 

• Level 5: Component level (e.g. OCB of HV CT) 

The preferred level of detail for the accounting and technical management of 
Infrastructure is level 4 above. 

The compilation of a detailed infrastructure Asset Register In one financial term Is a 
costly and onerous exercise. To ensure the practicality of implementing Asset 
Registers (and asset management planning as a whole), the International 
Infrastructure Management Manual (IIMM) recommends the adoption of a 
continuous improvement process as a practical implementation approach. This 
approach recognises the value of limited data above no data and enables the 
municipalities to slowly, but steadily, increase their knowledge In the assets they 
own. The improvement principles of the IIMM recommend starting with complete 
coverage of the Infrastructure types at a low level of detail (e.g. level 2 or 3) and 
then Improving the level of detail over a period of several years, starting with the 
high risk assets, such as pump stations, treatment works, etc. 

Policy 

The Infrastructure Asset Register shall ensure complete representation of all 
Infrastructure asset types. The level of detail of componentisation shall be defined 
to a level that balances the cost of collecting and maintaining the data with the 
benefits of minimising the risks of the municipality. An improvement plan 
stipulating the level of detail and the timing of improvements shall be prepared. 
Infrastructure assets should be valued at cost less accumulated depreciation and 
accumulated impairment. If cost can however not be established, then 
infrastructure assets will be valued at depreciated replacement cost. Depreciated 
replacement cost is an accepted fair value calculation for assets where there is no 
active and liquid market. Depreciation shall be charged against such assets over 
their expected useful lives. The remaining useful iife and residual value of, and the 
depreciation methods applied to Infrastructure assets should be reviewed annually, 
but the cost related to such reviews should be measured against benefits derived 
to ensure value for money. Such reviews will have to be performed at least once in 
a three year cycle. 

Infrastructure assets having a high risk profile In terms of occupational health and 
safety standards and the consequence of failure could result In service delivery 
needs not being met and human health and safety as well as the environment 
being negatively affected must be rated as critical in the Asset Register. As3et3 
identified as critical In terms of the aforementioned are Identified In Annexure B. 

Infrastructure Assets shall be recorded under the following main categories; 
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9.4 Property, Planl and Equipment; OTHER ASSETS 


Other Assets Include a variety of assets that are of indirect benefit to the 
communities they serve. These assets include office equipment, furniture and 
fittings, bins and containers, emergency equipment, motor vehicles, plant and 
equipment. 

Policy 

Other assets are valued at cost less accumulated depreciation and accumulated 
impairment losses. Depreciation shall be charged against such assets over their 
expected useful lives. Other assels are not revalued. 

Other assets having a high risk profile In terms of occupational health and safety 
standards and the consequence of failure could result In service delivery needs not 
being met and human health and safety as well as the environment being 
negatively affected must be rated as critical In the Asset Register. Assets identified 
as critical in terms of the aforementioned are Identified in Annexure B. 

Other Assets shall be recorded under the following main categories; 

• Aircraft; 

• Bins and Containers; 

• Emergency Equipment; 

• Furniture and Fittings; 

• Motor Vehicles; 

• Office Equipment; 

• Plant and Equipment; 

• Specialised Vehicles; 

» Watercraft; and 

• Other Assets. 

Procedures and Rules 


The Asset Management Committee, in consultation with Executive 
Directors, shall ensure that all other assets are appropriately recorded in 
terms of the municipality's policies. 

Although a category of assets may not be regarded as critical as a whole, 
Individual assets may fulfil in the definition of criticality and Executive Directors 
must inform the Asset Management Committee of such assets or any changes 
in the criticality of an asset/category of assets and the Asset Registers must be 
updated accordingly. 
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Piacgclures and Rules 


The Asset Management Committee, in consultation with Executive 
Directors, shall ensure that all Intangible assets are appropriately recorded 
In terms of the municipality's policies. 

It is the responsibility of the Head of Information Technology to ensure 
that all [(censed computer software other than operating software are 
accounted. 


9.7 Investment Property 


Genera! 

Investment Property comprise of land or buildings (or parts of buildings) or both, 
held by the municipality as owner, or as lessee under a finance lease, to earn 
rental revenues or for capital appreciation or both. Investment property does not 
Include property used in the production or supply of service or for administration. It 
also does not Include property that will be sold in the normal course of business. 
Typical Investment properties include: 

• Office parks {which have been developed by the municipality itself or 
jointly between the municipality and one or more other parties); 

• Shopping centres (developed along similar lines); 

• Housing developments (developments financed and managed by tile 
municipality itself, with the sole purpose of selling or letting such houses 
for profit). 

• Land held for a currently undetermined future use. For this class of Land 
and Buildings there is no intention of developing or selling the property In 
the normal course of business. This land and buildings include 
Infrastructure reserves. 


Policy 

Investment Properties shall be accounted for in terms of GRAP 16 and shall not be 
classified as PPE for purposes of preparing the municipality’s Statement of 
Financial Position. Investment Property shall initially be measured at its cost. 
Transaction costs shall be Included In this Initial measurement. Where an 
Investment property is acquired at no cost, or for a nominal cost, its cost is its fair 
value as at the date of acquisition. 

If the Council of the municipality resolves to construct or develop a property for 
future use as an investment property, such property shall In every respect be 
accounted for as PPE until It is ready for its intended use, where after it shall be 
reclassified as an Investment asset. 

After initial recognition, all investment property shall be measured at cost less 
accumulated depreciation, except in the cases described In GRAP 16.61. The fair 
value of Investment property shall be determined annually at reporting date in terms 
of the municipality’s Accounting Policy. The fair value should reflect market 
conditions and circumstances as at the reporting date. 
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9-9 DisSftOynued Operations IGRAP 100) 


General 

A non-current asset shall be classified as Assets Held-for-Sala If Its carrying 
amount will be recovered principally through a sale transaction rather than through 
continuing use. For this to be the case, the asset must be available for Immediate 
sale in its present condition subject only to terms that are usual and customary for 
sales of such assets and its sale must be highly probable. 

For the sale to be highly probable, management must be committed to a plan to seil 
the asset, and an active programme to locate a buyer and complete the plan must 
have been initiated. Further, the asset must be actively marketed for sale at a price 
that is reasonable in relation to its current fair value. In addition, the sale should be 
expected to qualify for recognition as a completed sale within one year from the 
date of classification and actions required to complete the plan should indicate that 
It is unlikely that significant changes to the plan will be made or that the plan will be 
withdrawn. 

Policy 

Assets Identified for disposal by way of a sale transaction, be it by public auction, 
bidding process or sales agreement, within 12 months of the date of Identification 
shall be classified as assets held-for-sale and transferred from the home asset 
category to held-for-sale category. Such assets shall be measured at the lower of 
its carrying amount and fair value less costs to sell and is not depreciated any 
further upon classification as held-for-sale. 

The municipality shall not classify a non-current asset that is to be abandoned as 
held-for-sale because its carrying amount wi be recovered principally through 
continuing use. 

Procedures and Rules 


The Asset Management Committee shall ensure that assets held-for-sale 
are recorded in a separate register. 

The Asset Management Committee shall ensure the recognition and 
measurement of Assets Hald-for-Sale in terms of GRAP 100. 


9.10 Inventory Property (GRAP 121 


General 

Inventory Property comprises any land or buildings owned or acquired by the 
municipality with the Intention of selling such property in the ordinary course of 
business, or any land or buildings owned or acquired by the municipality with the 
intention of developing such property for the purpose of selling it in the ordinary 
course of business. 
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General 


Acquisition of assets refers to the purchase of assets by buying, building (construction), 
or leasing. 


Should the municipality decide to acquire an asset, the following fundamental 
principles should be carefully considered prior to acquisition of such an asset: 

The purpose for which the asset is required Is In keeping with the 
objectives of the municipality and will provide significant, direct and 
tangible benefit to it; 

The asset fits the definition of an asset (as defined in GRAP 16, GRAP 17, 
GRAP 27, GRAP 31 and GRAP 103) 

The asset has been budgeted for; 

The future annual operations and maintenance need3 have been 
calculated and have been budgeted for in the operations budget; 

The purchase is absolutely necessary a3 there is no alternative municipal 
asset that could be economically upgraded or adapted; 

The asset is appropriate to the task or requirement and is cost-effective 
over the life of the asset. 

The asset is compatible with existing equipment and will not result in 
unwarranted additional expenditure on other assets or resources; 

Space and other necessary facilities to accommodate the asset are in 
place; and 


The Asset Management Committee shall ensure that the Supply Chain 
Management Policy makes provision for these principles. 

The CFO shall ensure that all acquired assets are appropriately insured. 


Creation of New I 


ucture Assets 


General 


Creation of new infrastructure assets refers to the purchase and / or construction of 
totally new assets that has not been in the control or ownership of the municipality 
in the past. 


The cost of all new Infrastructure facilities (not additions to or maintenance of 
existing infrastructure assets) shall be allocated to the separate assets making up 
such a facility and values may be ussd as a basis for splitting up construction costs 
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• Executive Directors shall open a job card for each infrastructure project 
constructed by the municipality. 

• On completion of the Infrastructure project, the Executive Directors shall 
notify Finance of the asset being commissioned and will assist Finance in 
ensuring that all costs (both direct and Indirect) associated with the 
construction of the assets are summed and capitalised to the assets that 
make up the project. 


10,4 Donated Assets 


Genera l 


A donated asset is an Item that has been given to the municipality by a third party 

in government or outside government without paying or actual or Implied 

exchange. 

Policy 

Donated assets should be valued at fair value, reflected in the Asset Register, and 

depreciated as normal assets. 

Procedures and Rules 

• Ail donated assets must be approved by the Asset Management 
Committee and ratified by Council prior to acceptance. The relevant 
Executive Director shall ensure compliance. 

• The Asset Management Committee must evaluate the future operational 
costs of donated assets and the effect it might have on future tariffs and 
taxes, before a donated asset is accepted by the municipality. 

• The conditions associated with the donation must be agreed upon and 
signed by the Municipal Manager. 

• Municipal officers must inform the Asset Management Committee of any 
donations made to the Municipality. 
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1 11.2 Re9^.aLVaLug_of AsgjhT 


General 

The Residual Value of an asset is the estimated amount that the municipality would 
currently obtain from disposal of the asset, after deducting the estimated costs of 
disposal, if the asset were already of the age and in the condition expected at the 
end of Its useful life. 

Policy 

Residual values should be determined upon the initial recognition (capture) of assets. 
However, this will only be applicable to assets that are normally disposed of by selling 
them once the municipality does not have a need for such assets anymore, e.g. motor 
vehicles. In practice, the residual value of an asset is often insignificant and therefore 
Immaterial in the calculation of the depreciable amount. 

The residual value of assets shall be reviewed annually at reporting date. 
Changes in depreciation charges emanating from such reviews should be 
accounted for as a change in accounting estimates in terms of GRAP 3. 

Procedures and Rules 

« Executive Directors must determine the reasonable residual values of the 
assets under their control. Changes In residual values must be approved 
by the Asset Management Committee. 

• The CFO shall ensure that residual values, and changes thereof, are 
properly recorded and accounted for in the Asset Register and the general 
ledger. 

• The Asset Management Committee shall ensure that the residual value of 
an asset shall be reviewed at each reporting date. 


11.3 Depreciation of Assets 


General 


Depreciation is the systematic allocator of the depreciable amount of an asset 
over Its useful life. Depreciation therefore recognises the gradual exhaustion of the 
asset's service capacity. The depreciable amount Is the cost of an asset, or other 
amount substituted for cost In the financial statements, less Its residual value. 

The depreciation method used must reflect the pattern in which economic benefits 
or service potential of an asset is consumed by the municipality. The following are 
the allowed alternative depreciation methods that can be applied by the 
municipality: 

. Straight-line; 

• Diminishing Balance; and 

• Sum of the Units. 
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The CFO shall ensure that the residual value, useful life and depreciation 
method of an asset shall be reviewed at each reporting date. 


11.4 im pairment Losse s 


General 

Impairment is the loss in the future economic benefits or service potential of an 
asset, over and above the systematic recognition of the loss of the asset's future 
economic benefits or service potential through depreciation. For example: 

• Significant decline In market value; 

• Carrying amount of an asset far exceeds the recoverable amount or 
market value; 

• There is evidence of obsolescence (or physical damage); 

• The deterioration of economic performance of the asset concerned; and 

• The loss in the future economic benefits or service potential of an asset, 
over and above the systematic recognition of the loss of the asset’s future 
economic benefits or service potential through depreciation (such as 
through inadequate maintenance). 

The Impairment amount is calculated as the difference between the carrying value 
and the recoverable service value . The recoverable service value is the higher of 
the asset's value In use or Its net selling price. Where the recoverable service 
amount is less than the carrying amount, the carrying amount should be reduced to 
the recoverable service amount by way of an impairment loss. The impairment 
loss should be recognised as an expense when incurred unless the asset is carried 
at revalued amount. 

If the asset is carried at a revalued amount (in the case of investment property, 
infrastructure and community assets) the impairment should be recorded as a 
decrease in the revaluation reserve. Where immovable property, plant and 
equipment surveys are conducted, the recoverable service value is determined 
using the depreciated replacement costs method by assessing the remaining 
useful life. 

Policy 

Assets shall be reviewed annually for impairment Impairment of assets shall be 
recognised as an expense, unless it reverses a previous revaluation in which case 
it should be charged to the Revaluation Surplus. The reversal of previous 
Impairment losses recognised as an expense is recognised as an income. 

Procedures and Rules 

• The Asset Management Committee must ensure that annual impairment 
surveys are performed where the impairment indicator is triggered. 

• The CFO shall ensure that impairment losses, or reversals thereof, are 
properly recorded and accounted for In the Asset Register and the general 
ledger 
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• Executive Directors shall report to the Council annually of the extent to 
which the approved maintenance plan has been complied with and the 
extent of deferred maintenance. 

• Executive Directors shall report to the Council annually on the likely 
effects that maintenance budgetary constraints may have on the useful 
operating life of the Infrastructure asset classes; 

• Executive Directors shall ensure that maintenance plans make provision 
for the additional maintenance burden of future infrastructure to be 
acquired. 


11.6 Renewal ol Assets 


General 

Asset Renewal is restoration of the service potential of the asset. Asset renewal is 
required to sustain service provision from infrastructure beyond the initial or original 
life of the asset. If the service provided by the asset is still required at the end of its 
useful life, the asset must be renewed. However if the service is no longer 
required, the asset should not be renewed. Asset renewal projections are 
generally based on forecast renewal by replacement, refurbishment, rehabilitation 
or reconstruction of assets to maintain desired service levels. 

Policy 

Assets renewal shall be accounted for against the specific asset. The renewal 
value shall be capitalised against the asset and the expected Bfe of the asset 
adjusted to reflect the new asset life. 

Procedures and Rules 

• The Asset Management Committee must ensure that processes are in 
place to capture renewals data against specific assets and to capitalise it 
correctly. 

• Executive Directors shall ensure that renewals expenditure are correctly 
budgeted for in the capital budget and expensed against this budget. 

• Executive Directors must ensure that renewals expenditure data are 
correctly captured against the assets and the expected lives adjusted. 


11.7 Replacement of Assets 


General 

This paragraph deals with the complete replacement of an asset that ha3 reached 
the end of its useful life so as to provide a similar or agreed alternative level of 
service. 
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12.1 Transfer offtssgfcj 


GeneraI 

The processes and rules for the transfer of an asset to another municipality, 
municipal entity or national/provincial organ of state are governed by an MFMA 
regulation namely "the Local Government: Municipal Asset Transfer Regulations". 

Transfer of assets or inventory items refers to the internal transfer of assets within 
the municipality or from the municipality to another entity. Procedures need to be 
in place to ensure that the Asset Control Business Unit can keep track of all assets 
and ensure that the fixed Asset Register Is updated with all changes In asset 
locations. These procedures must be followed and apply to all transfers of assets 
from: 

• One Business Unit to another; 

• One location io another within the same Business Unit; 

• One building to another; and 

• One entity to another. 

Policy 

The transfer of assets Is regulated by the SCMP and shall be controlled by the 
transfer processes in the policy and the Asset Register shall be updated 
accordingly. 

Procedures and Rule s 


• Executive Directors must ensure that ail asset transfer information Is 
passed to Finance. 

• Asset transfer form should be used whenever there is movement of asset 
from one location to another. 

• The CFO must ensure that a process is in place to capture and record 
asset transfer data. 

• Staff of the Municipality, except for duly authorised staff, shall not move 
rented assets, such as photocopy machines. 

• No person shall transfer any IT equipment without the knowledge and 
written consent of the Head: Information Technology. 

» Executive Directors must Immediately report to the Asset Management 
Committee any damages caused to an asset and will bs held responsible 
to Investigate the cause or nature of such damage. 
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There are various methods of disposal. Different disposal methods will be needed 

for different types of assets. When deciding on a particular disposal method and 

consideration of the following, the SCMP on disposal of assets must be applied: 

• The nature of the asset 

• The potential market value 

• Other intrinsic value of the asset 

• Its location 

• Its volume 

« Its trade-in price 

• Its ability to support wider Government programmes; 

• Environmental considerations 

• Market conditions 

• The asset’s life 

Appropriate means of disposal may Include: 

• Public auction 

• Public tender 

• Transfertoanotherinstitution 

• Sale to another institution 

• Lettir gtoanotherinstitution 

» Trade-In 

• Controlled dumping (for items that havs low value or are unhygienic) 

Alienated assets shall be written-off in the Asset Register. 

Procedures end Rules 

• Executive Directors shall report in writing to the Asset Management 
Committee on 31 October and 30 April of each financial year on all assets 
which they wish to alienate and the proposed method of alienation. 

• The CFO shall consolidate the requests received from the various 
business units, and shall promptly report the consolidated information to 
the Asset Management Committee, recommending the process of 
alienation to be adopted. 

• |The Council shall delegate to the Asset Management Committee the 

authority to approve the alienation of any asset(. 

• [The Council of KwaDukuza Municipality shall delegate its powers to the 

A3set Management Committee chaired by Accounting Officer to make a 
determination in terms of Section 14(2) (a) & <b) of the MFMA in respect of 
movable capital assets below the net book value of R10 000 per Business 
Unit per yearj. 

• Where the policy allows discretionary powers to be exercised in the 
determination of measurement, de-recognition and disclosure, these 
powers vest with Asset Management Committee unless specifically 
delegated otherwise. 

• The Council shall ensure that the alienation of any asset takes place in 
compliance with Section 14 of the Municipal Finance Management Act, 


. ’ Com mented [LM2j: Rancva Ibis sentence 
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result from the removal/replacement of the existing old top layer with the new 
top layer. 

> Asset Management Section working with relevant Business Unit should 
quantify the removed or replaced old component and write off such from the 
Assets Register and capitalised the new component constructed. 

> It should be noted that when Council approves the budget of upgrading its 
existing infrastructure assets it's automatically approves thB replacement of 
those old components with new ones. 

> As such no specific resolution for writing of assets under this category Is 
required. 

> Asset Management Section should report all assets removed from the Assets 
Register to the Asset Management Committee. 

c) AUC Write off 

> User Business unit should advise and confirm write off of expenditure incurred 
on cancelled capital projects. 


d) Redundant movable assets (furniture and fittings) 

> Each Business unit should compile a list of all redundant assets. 

> Submit an item to the Asset Management Committee for approval if the net 
book value of all redundant assets per Business Unit Is less than RIO 000. 

> Submit a list of redundant assets with AMC's resolution to Supply Chain 
Management Section. 

> Submit an item to the respective Portfolio Committee and Council for approval 
if the net book value of all redundant assets per Business Unit is above RIO 
000 . 

> Submit a list of redundant assets with Council resolution to Supply Chain 
Management Section. 

> Supply Chain Management to conduct disposal of assets using the 
appropriate means as stipulated on section 14 of the MFMA. 


e) Transfer of Municipal land to the beneficiaries of RDP Housing projects 

> Municipal land will only be removed from the Fixed Assets Register when the 
transfer process from Deeds Office has been finalised. 

> Date of transfer should be a date as when the property was registered to the 
respective beneficiary. 

> Council resolution approving the implementation of housing project should 
form part of working paper file. No further Council approval Is required 


f) Sale of Municipal land 

> Municipal land will only be removed from the Fixed Assets Register when all 
conditions outlined on the sale agreement has been met. 

> Sale agreement and Council resolution approving the sale of land should form 
part of the working paper file. 

g) Insurance Losses 
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• Tenders: Tenders shall be invited according to tha municipality's tender 
procedures. 

• Onca tha assets are sold, the CFO shall write-off the relevant assets In 
the Asset Register. 

• If the proceeds of the sales are less than the carrying value recorded in 
the Asset Register, such difference shall be recognised as a loss for the 
business unit or vote concerned In the Statement of Financial 
Performance. If the proceeds of the sales, on the other hand, are more 
than the carrying value of the asset concerned, the difference shall be 
recognised as a gain for the business unit or vote concerned in the 
statement of financial performance. 

• Transfer of assets to other municipalities, municipal entities {whether or 
not under the municipality's sole or partial control) or other organs of state 
shall take place in accordance with the above procedures, except that the 
process of alienation shall be by private treaty. 


12.5 Writing-off of Assets 


Genera/ 

The write-off of assets is the process to permanently remove the assets from the 
Asset Register. Assets can be written-off after approval of the Asset Management 
Committee of a report indicating that: 

• The useful life of the asset has expired; 

• The asset has been destroyed: 

• The asset is out dated; 

« The asset has no further useful life; 

• The asset does not exist anymore; 

• The asset has been sold; and 

• Acceptable reasons have been furnished leading to the circumstances set 
out above. 

• The SCMP has been adhered to. 

The Accounting Officer may approve the ad hoc writing-off of assets without prior 
approval of the Asset Management Committee on condition that- 

• The write-offs fall after but between the next scheduled Asset 
Management Committee meeting and financial year end closure; and 

• The Assel Management Committee Is informed of the write-offs at the 
next scheduled Asset Management Commlttea meeting. 


Policy 

The only reasons for writing off assets, other than the sale of such assets during 
the process of alienation, shall be the loss, theft, destruction, material Impairment, 
or decommissioning of the asset in question. 
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13. Asset Physical Control 


13.1 Physical Control / Verification 


Genera l 

Movable assets require physical control and verification of existence. 

Policy 

All movable assets shall be actively controlled, including an annual verification 

process. 

Procedures and Rules 

• All movable assets, where practicable, must have a visible bar code or 
unique asset marking as determined by the Asset Management 
Committee. 

• Annual verification of movable assets should be conducted under the 
direction of Finance. This procedure would enable the municipality to 
Identify discrepancies and dispositions and properly investigate and 
record the transactions. 

• Procedures should be established to adequately identify assets owned by 
others or subject to reclamation by donors. 

. Personal declaration form should be filled and signed in relation to those 
assets not owned by the Municipality. 

• The Asset Management Committee shall co-ordinate and control regular 
physical checks, and all discrepancies are to be reported Immediately to 
the Asset Management Committee. 

• Registers must be kept for those assets allocated to staff members. The 
individuals are responsible and accountable for the assets under their 
control. These registers should be updated when the assets are moved to 
different locations or allocated to a different staff member In order to 
facflitate control and physical verification. 

• Where a change in person in direct control of equipment takes place, a 
handing-over certificate shall be completed and signed by both parties 
concerned and a copy of this certificate must be forwarded to Finance. If 
surpluses or deficiencies are found, the certificates shall be dealt with as 
with stock-taking reports. 

• If for any reason the person from whom the asset i3 being taken over is 
not available, the Asset Manager should assist the person taking over with 
the checking of the equipment and the certification of any discrepancies. 

. In case of failure to comply with the requirements of a handing-over 
certificate, the person taking over shall be liable for any shortages, unless 
it can be established that the shortages existed prior to their taking over. 
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Procedures and Rules 


The Asset Management Committee will ensure that alt assets are properly 
insured in terms of the policy. 


13.3 SpfeteaptoiLRtAaagta _ 

General 

Asset safekeeping is the protection of assets from damage, theft, and safety risks. 


Policy 

Directives for the safekeeping of assets shall be developed and the safekeeping of 
assets shall be actively undertaken. 

Procedures and Rules 


« The Asset Management Committee must issue directives that detail the 
safekeeping of assets. 

. Executive Directors must ensure that safekeeping directives are adhered 
to. 

« Malicious damage, theft, and break-ins must be reported to the CFO 
within 43 hours of its occurrence or awareness. The CFO will inform the 
Asset Management Committee of such occurrence. 

• The Municipal Manager must report criminal activities to the South African 
Police Sen/ice. 

. if any biological asset is lost, stolen or destroyed, the matter shall be 
reported in writing by the Executive Director concerned in exactly the 
same manner as though the asset were an ordinary asset. 
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• Grants; 

» Donations; 

• Internally Generated Funds; 

• External Loans; and / or 

• Leases. 


15. EFFECTIVE DATE 

Thl3 policy shall be effective from 01 July 2019 upon approval by Council. 

16. POLICY ADOPTION 

This policy has been considered and approved by the COUNCIL OF 
KWADUKUZA MUNICIPALITY as follows; 

Resolution No: 

Approval Date: 
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ANNEXURE A 
ABBREVIATIONS 


AM 

Asset Management 

AMS 

Asset Management System 

CFO 

Chief Financial Officer 

DM 

District Municipality 

EPWP 

Expanded Public Work Program 

GIS 

Geographical Information System 

GRAP 

Standards of Generally Recognised Accounting Practice 

HR 

Human Resource 

1AM 

Infrastructure Asset Management 

IAMP 

Infrastructure Asset Management Plan 

AR 

Asset Register 

IAR 

Infrastructure Asset Register 

IAS 

International Accounting Standards 

IDP 

Integrated Development Plan 

MFMA 

Municipal Finance Management Act 

MTREF 

Medium Term Revenue and Expenditure Framework 

NT 

National Treasury 

OAG 

Office of the Accountant General 

LM 

Local Municipality 

O&M 

Operation and Maintenance 

SCMP 

Supply Chain Management Policy 
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